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/£ May 1979

'Mj;i_f;; 'hafe‘inherited from the Labour Government a difficult

in relation to the retail and wholesale prices of milk.

'T”ﬂffﬁffteﬁﬁﬂﬁﬁbeﬁn made more serious by the delay in taking action.

action is taken now, there will be a serious reduction in

'”?f?iffﬂﬁjr bgth'preducers and distributors of milk. I am therefore

' seek your urgent agreement to the price changes which

“‘ﬁgf»:ﬁlij?jgyging ﬁhe present retail price of milk, John Silkin

>ated that, "short of a natural disaster", no further retail
e increase would be necessary until next autumn. But this
Leﬁﬁ;fatlwage increases would be kept within the Labour

roment's guide-line , whereas in practice the milk processing
stribution industry agreed wages of over 15%. The additional

'?4;;f;¢f;§ﬁfiﬂ extra 10% on wages is about £55 m, which is equlvalent

*Jj}nue generated by adding 14p per pint to the price
_1 i & We shall therefore be able to
,gdﬁte quite clearly that the need to make the increase now ,
'ﬂ=”[n in the autumn as John Silkin prophesied, is entirely due

' “;_T enﬂing of the milk guarantee at the end of 1977, the
Laheurmﬁevernment introduced new pricing arrangements for liquid
milk under which the Government sets the distributive margin (the

gap betnmen the retail price and the wholesale price) at such a

1&1@1 ﬂﬁ*to reimburse the dairy, industry for the expected average
eprecessing and distributing liquid milk in the forthcoming
‘ period (together with any adJustments to take account of

-Qm;atﬂ of profit. My officials' calculations - which so
processors' and distributors' costs are concerned are

¢ﬁhifﬂﬁed upon independent costings investigations, and which have been
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8
- - ¥

L N[ 1
5 ‘-- -
o i

. o A, e e o e L TR L S




ﬁj{fQiﬁﬁﬁ?departmants - show that on this basis the distributive mar%in ought

h-ﬂﬁﬁto have been increased by about 1.9 pence per litre (ppl)

or about

ﬁ%ﬁlﬁﬁjf@?i.i penca per plnt) from 1 April. But no change was made and, if

= the distributors are now to be able to get what is due to them-by the

i i ) ¢ 3 of'ﬂeptember, the distributive margin in England and Wales needs
‘ﬁ-to ba inmreased by 2.97 ppl for the four months from 1 June.

ML IR - P tar aa producers are concerned, the present wholesale price 1n

Englandﬁand Wales (the price paid to the Milk Marketing Boards by
the dairy companies for milk to be sold on the liquid market) is
13.274 ppl. If the margin increase discussed above were to be made

; Q%,_Q-Without any change in the retail price, the wholesale price would
e O eient drastically, to a level which would be below the price of
. | milk for butter going into intervention. This would have serious
j_}gfi;in7cﬁnﬂequ&nces for marketing but even more serious ones for producers

N~,¢ﬁ§Q 1gI£ for instance, we were to keep the retail price at its present
ﬁnéﬁjﬁfifﬂleVﬂl'untilJMarch 1980 producers' net margins would fall from £99
S Y £50.y&r cow in 1979/80, 55% lower in real terms than in 1978/79
ﬁ;Vfﬁ%}?fdahﬂ 72% lower than the relatively good year of 1977/78. 1t needs

rease in the retail price from the beginning of June of 13p per

f:ff”  5pint (2ﬂ64 ppl) to bring producers' net margins up to a reasonable

d even this would only achieve an estimated £103 per cow for

'J;;1§T[805 8till 6% in real terms below 1978/79 which was a relatively
_ poor year. (These figures incidentally assume no increase in the EEC

h;ﬁca;respnhslbillty levy: 1if the levy were to be raised to 2% from
July the met margin would be reduced by about £7 per cow. ) In this
';connact&on, I should stress the vital position which milk production

*- ﬁGccupiEB in agriculture. It is important not only for its own
”;{sﬂkﬁ'buﬁﬁfor the fact that two thirds of our supplies of beef come

'ffifﬂtthh dairys herd. I find dairy farmers' confidence at a critical

: :pb1nt "ﬂ§er their very difficult winter and, if we do not act quickly,

; H ‘ g§I fear that the whole industry will begin to doubt the strength of
uﬁg  ;;aar aamnﬁtment to ensuring the health of farming.

.ﬁmﬁmﬁ :iU ht 0of these considerations - my conclusion is that we must
[g;;g*;haﬁ;;ﬂhe retail price of milk by 1ip per pint from 3 June (the
2 f1rst S ”ay in the month) and stand dy to look at the position

  Jiaga1n later in the year to see whether any further adjustments are
u« *;¢,**;neeessmmy - The alternative of a smaller increase now, of 1p per
g“[ﬁ~*§{pint would mean that a further increase of 1p per pint would be

e 'y in the autumn, and even then producers' returns would be
ell shart of last year's level. And a devaluation of the green

j%-zfpounﬂ is of little help here since a 5% change would add only £3

1”.Per caw to producers' margins in 1979/80.

f}There are, of course, disadvantages in increasing the retail price
by 1%p per pint. The first concerns the attitude of the distributive

,_;;}tndustry, who are likely to be critical of such an increase because
- of the possible adverse effects on sales. But it is a fact that

the 1p per pint increase made in November has had little if any
effect on consumption and, especially in view of the recent rate of
wage increases and the expectatlon of tax reductions, I would hope

that the increase now proposed would have an equally small effect.
Secondq[; consumers will be critical, particularly bearing in mind

i,%laj_John Siﬁkin's undertaking last autumn, but we should be able to make

it clear that the increase is neceb51tated by wage and cost increases
~ which teﬁk place under the last Government. Finally, we need to
consider the possibility of liquid milk imports. Certainly we may
in future need to watch out for the effect of price increases

/on imports, ....




ﬁfgﬁ?-lmean impﬂrts, especially of packaged milk; but for the moment our
ST ‘health regulations protect us in this area and I am confident that
wa.can.netain.these at least until the end of the vear. (I would
- point out, however, that even after this increase the prices

rﬁﬂsivad by our milk producers would be lower than the target price
_ﬁiféfur mifk.set for the EEC. )

So iar“qw Nor thern Ireland is concerned, corresponding examination of
7f'g and distribution costs 1ndlcates that the retaﬁl price
&hould*ﬁe increased by the same amount as 1in England and "ales and
thé-whalesale price reduced by slightly more. In Scotland, the
pusiti&n.ls complicated by the fact that the costings flgures are
- not yet~ava11able and that a preliminary assessment shows that
distrihutive costs there may not have increased by «quite as much as
‘rest of the UK. To deal with this discrepancy, George Younger
I are agreed that we should follow the precedent established
e 1&5& Novemher (when a similar position arose) and delay the price
fﬁﬂqgg* se in Scotland for a short period, ie until 15 July. In
mﬁwﬁ;ﬁ-Jﬂ ”,.‘4aiﬁ however neither George Younger nor myself feel that it
V:;Wto have different retail prices in different parts of the
wven for relatlvely short periods. We are therefore agreed

.-'r'-:-‘socm_ aﬂ possible, and I understand that DANI would wish that Nor thern
~ Ireland too should be included in this. I am therefore asking my
SNEAIE J{Qﬁtfieidlﬂ, in consultation with officials from the other agricul tural
gl [@Wd&partﬁamts, to consider how best this could be done and to report
gl i S U oo I shall also be taking this opportuniiy of looking into all
R Y T cmt‘in@ arrangements and the whole of the present system of milk
| L:?*-~u ing. When I have been able to do this, I shall let my colleagues

;ﬁ_raaults of my consideration, together with my proposals
g;?e action,
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In.the Iight of the above I should be grateful for your early
agreement to:s

(1) an increase in the retail price of milk of 1ip per pint
4 on 3 June in England and Wales and Northern lIreland;
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an increase in the retail price of milk in Scotland of 15p

per pint on 15 July; T T

)) suitable corresponding adjustments to the wholesale prices
. in the different countries on 1 June.
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.-fk_ [;ﬂ{1ng“th1s letter to the Prime Minister, John Nott,
George Younger, Nicholas Edwards, Humphrey Atkins and Sir John Hunt.
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